DG 01-021

ENERGYNORTH NATURAL GAs, | NC.
Revi sed 2000/ 2001 W nter Cost of Gas
Order Approving Revised Cost of Gas

ORDER NO 23 643

February 23, 2001

APPEARANCES: McLane, Graf, Raul erson, and M ddl eton
by Steven V. Canerino, Esq. on behalf of EnergyNorth Natural
Gas, Inc. d/b/a KeySpan Energy Delivery New Engl and; O fice of
t he Consuner Advocate by Kenneth E. Traum on behal f of
residential utility consuners; and Larry S. Eckhaus, Esqg. for
the Staff of the New Hanpshire Public Utilities Comm ssion.

PROCEDURAL HI STORY

On February 7, 2001, EnergyNorth Natural Gas, Inc. d/b/a
KeySpan Energy Delivery New Engl and (KeySpan), a public utility
engaged in the business of distributing natural gas in 29 cities and
towns in southern and central New Hanpshire and the City of Berlin in
northern New Hanpshire, filed with the New Hanmpshire Public Utilities
Comm ssion (Comm ssion) a revised Cost of Gas (COG for the 2000/2001
wi nter period (Initial Filing)

An Order of Notice was issued on February 8, 2001.
KeySpan i nformed custoners of the inpending change by publishing a
copy of the Order of Notice in the Union Leader on February 12, 2001.
The Order of Notice, anong other things, required KeySpan to file

testinmony by February 13, 2001. On February 14, 2001, KeySpan

filed a Motion for Protective Order and Confidential Treatnment and
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the Direct Testinony and supporting attachnments of A Leo
Silvestrini, Director of Rates and Regul atory Affairs (Second
Filing).

On February 12, 2001, the O fice of the Consuner Advocate
(OCA) filed a Notice of Intent to Participate in this docket on
behal f of residential utility consuners pursuant to the powers and
duties granted to the OCA under RSA 363:28,11. There
were no other intervenors in this docket.

On February 21, 2001, Staff filed the Direct Testinony of
St ephen P. Frink, Assistant Finance Director, recomendi ng approval
of a two-nonth Wnter Fuels Surcharge designed to reduce or elimnate
the projected under collection of the 2000/ 2001 wi nter period gas
costs.

On February 22, 2001, KeySpan filed revised schedul es
usi ng updated information and incorporating Staff’s recommendati ons
(Third Filing). A duly noticed hearing on the nmerits was held at the
Commi ssi on on February 22, 2001
1. POSITIONS OF THE PARTI ES AND STAFF

A. EnergyNorth Natural Gas, Inc.

The m d-course increase was deened necessary to reduce a
substanti al under collection, based on actual and projected gas
costs. Using the nost current information avail able as of the

hearing date, KeySpan cal cul ated a projected under collection of gas
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costs for the 2000/ 2001 wi nter period of $3,931,037, or 8.1% of total
proj ect ed gas costs.

KeySpan testified that the projected under collection was
the result of rapid and unprecedented increases in gas costs over the
w nter period. KeySpan stated that the nonthly increases in the COG
rate to the maxi mum al |l owabl e 20% and crediting approxi mtely $2.2
mllion in merger-related gas cost savings were not sufficient to
avoi d an under collection without the proposed rate increase.

KeySpan further stated that the approved 2000/ 2001 winter COG rates
were cal cul ated using the opening futures prices as of Septenber 14,
2000, which included prices of $0.5260 per therm for January 2001 and
$0. 4980 per therm for February 2001. The actual natural gas
commodity prices were $0.9978 per therm and $0. 6293 per therm for
January and February 2001, respectively. Such drastic price

i ncreases were not anticipated and could not be fully recovered

t hrough the 20% COG rate increase inplenmented over the nonths of
Decenmber 2000 and January 2001

The Initial Filing sought to recover the projected under
coll ection through a rate increase over the remainder of the w nter
period, March 1 through March 31, 2001. 1In the Second Filing,
KeySpan sought to extend the winter period through April 30, 2001 and
to recover the projected under collection over the extended w nter

period, March 1 through April 30, 2001. KeySpan proposed, as part of



DG 01- 021 - 4-
t he extended wi nter period, that the Guaranteed Price Protection Pl an
(GPPP) winter COG rate of $0.6408 per therm would continue to be
charged to the program participants. KeySpan testified that
extending the GPPP rate through April 2001 would increase the
proj ected under collection approximtely $425, 000, which would be
recovered through the proposed rate increase applicable to the non-
partici pants over the extended w nter period.

At the hearing, KeySpan, in its Third Filing, proposed
using a two-nmonth Wnter Fuels Surcharge of $0.1807 per thermto
recover the projected under collection to sales custoners not
participating in the GPPP. At the February 22, 2001 Revised W nter
COG hearing, KeySpan sought Comm ssion approval for application of
t he proposed surcharge for March 1, 2001 through March 31, 2001 only.
KeySpan testified that, in conjunction with its summer 2001 COG
filing, filed February 22, 2001, KeySpan would petition for approval
of the Wnter Fuels Surcharge of $0.1807 to be applicable for April 1
t hrough April 30, 2001. The April Wnter Fuels Surcharge woul d not
be applicable to wi nter 2000/ 2001 GPPP custoners. KeySpan testified
t hat those custoners did not contribute to the winter period under
col | ecti on.

The average residential heating customer would see an
increase in the March 2001 bill of $30, or 16.1% if the proposed

W nter Fuels Surcharge were to be inpl enented.
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Al so included in the Third Filing was a revised Firm
Transportation Cost of Gas (FTCOG) rate of $0.0041 per therm an
i ncrease of $0.0002 per thermover the current rate of $0.0039 per
therm KeySpan agreed that the proposed change to the FTCOG rate had
not been raised in either of the prior filings and had not,
therefore, been included in the public notice.

B. St af f

Staff reconmended the Conm ssion maintain the current COG
rate, $0.7621 per therm and approve a two-nmonth W nter Fuels
Surcharge of $0.1807 per thermeffective March 1, 2001 through April
30, 2001, not applicable to wi nter 2000/ 2001 GPPP custoners.

Staff recomrended reducing or elimnating the under
collection in order to limt carrying costs on the unrecovered
bal ances, to prevent intergenerational subsidies as a result of
custoners leaving or joining the systemand to coincide with the
extensive publicity related to the extrene run-up in natural gas
prices this winter. Staff expressed the opinion that custoners are
nore likely to understand a rate increase at this time and respond
accordingly. Staff recommended the two-nonth surcharge, rather than
recovery over the single remaining winter nonth, to |l essen the rate
i mpact .

Staff testified to concerns regardi ng cost shifting that

m ght occur if the under collection is not mtigated given the
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proposed rate redesign settlenment currently pending before the
Comm ssion in Docket DG 00-063 and possible revisions to and
expansi on of the GPPP program for the winter 2001/ 2002 period. The
rate redesign elimnates certain custoner classes and creates others,
as well as revising the Cost of Gas to include indirect gas costs and
cl ass-specific COG rates. While Staff expects any allocation of COG
over and under recoveries to be done as fairly as possible, reducing
t he under collection now would reduce the inpact of any m sallocation
of those costs.

Staff al so expressed concern regardi ng price fluctuations
as a result of the rate redesign proposed in a settlenent agreenent
bet ween the parties and Staff and presented to the Comm ssioners at a
hearing on February 8, 2001 in Docket DG 00-063. The settl enent
agreenent calls for rate redesign effective May 1, 2001, and woul d
increase residential heating rates by approximately 6% Under the
settl ement agreenment, KeySpan seasonal rates would provide for a six
nmont h sumrer and wi nter rate, as opposed to the current seven nonth
sunmer and five nonth winter. Therefore, if the rate redesign
settlement agreenent is approved, KeySpan's residential heating
customers would see the winter delivery rate (first 80 thernms) of
$0. 3569 per thermreduced to $0. 1558 per thermon April 1, 2001 and
i ncreased to $0.2945 per thermon May 1, 2001. Under the proposed

surcharge, those custoners would still see the expected,
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approxi mately, $0.2000 per thermreduction fromthe winter to sumrer
rates, and would then see a slight reduction in the volunetric charge
on May 1, 2001

Staff testified that the GPPP custoners shoul d not be
subject to the proposed surcharge, as those custonmers did not
contribute to it. Staff also stated that the GPPP had been nearly
fully subscribed for the 2000/ 2001 wi nter period at the maxi mum 20%
limt of KeySpan’s total thermthroughput and KeySpan had deni ed
participation to over 7,000 applicants. Gven this winter’'s demand
and the resulting custonmer savings under the program it is expected
that the programw || be greatly expanded for next winter. Carrying
forward a | arge under collection would make the non-GPPP price |ess
attractive and new participants in the GPPP woul d not be responsible
for their share of the COG under collection without revisions to the
program If a portion of the under collection were allocated to the
GPPP next year, then this year's GPPP customers that continued in the
program for the wi nter 2001/2002 period would be paying a portion of
t he under collection for which they were not responsible.

[11. COWM SSI ON ANALYSI S

After careful review of the record in this docket, we find
that Staff’s proposed two-nmonth Wnter Fuels Surcharge of $0.1807 per
therm applicable to firm sales custoners, excluding those enrolled in

the GPPP program w Il result in just and reasonable rates and,
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therefore, we will approve the surcharge effective March 1, 2001
t hrough April 30, 2001. As we noted in Order 23,580, “...the costs
associated with these rates are reconcil able and subject to
continuing investigation” and “they are subject to Staff’s
i nvestigation of ENG’'s GPPP gas purchasing practices and
hedgi ng practices”.

We are very concerned with the sharp increases in gas
prices. The energy market has seen sharply increasing prices at
record highs, a fact that has been well publicized throughout the
sumrer and winter nonths. The Comm ssion went so far as to issue a
noratoriumon winter shut-offs, effective through March 31, 2001.
(See Order No. 23,614 (January 8, 2001), in Docket DM 00-280,
| nposi tion of Disconnection Mrratorium. Nonetheless, under the COG
mechani sm gas utilities should derive no profit fromthe increase in
COG rates and are allowed to pass those costs through to ratepayers
on a dollar-for-dollar basis. Traditionally, the Conm ssion has
encouraged the utilities to fully recover those costs in the period
in which they are incurred, for several reasons: to reduce the
ultimate costs custonmers will be required to pay, as carrying costs
are incurred on the deferred bal ance; to reduce intergenerational
subsi dies, as custoners either mgrate to transportation service or
| eave the system and new custonmers cone on; and to provide custoners

with the correct price signals that allow themto react accordingly,
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by possibly reducing consunption and pricing alternative heating
sources. In an attenpt to mtigate the rate inpact, we have devi ated
fromour policy of seeking full recovery over the current period and
will allow recovery over a two-nmonth period, one of which falls in
what is now the summer period. Wth the price uncertainty for next
winter, there is no assurance that deferring recovery will result in
any less of a rate inpact. The elimnation or reduction of the
projected under recovery will also |limt possible cost shifts due to
any rate redesign or revisions to the GPPP, which may occur
However, our decision in this proceeding should not be deenmed to be a
deci sion regarding rate redesign in Docket DG 00-063, or any
nodi fication of the GPPP. Both KeySpan and Staff w tnesses agreed
that the proposed Wnter Fuels Surcharge should be inpl enmented
regardl ess of the Comm ssion’s decision in Docket DG 00-063.

We al so agree with KeySpan and Staff that the GPPP did not
contribute to the COG under collection. Supplies to serve those
custonmers were either purchased prior to the season or contracted for
at a fixed price throughout the winter period. Any under collection
that may have resulted due to weat her variances would have been nore
t han of fset by the margins earned on Interruptible Transportation and
280 Day Custoners, capacity rel ease revenues and merger gas cost
savings that are not credited to the GPPP custoners. Accordingly,

t he 2000/ 2001 wi nter GPPP custoners will be exenpt fromthe Wnter
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Fuel s Surcharge.

Lastly, we deny KeySpan's proposed change to the FTCOG
rate, contained only inits Third Filing on the day of the hearing,
as the proposal was not tinmely, and consequently, not properly
noticed. W are simlarly disturbed by the nunerous errors in the
filings as well as the nmultiple and inconplete nature of several of
the filings. KeySpan is cautioned that future filings that do not
conply with Conm ssion rules nmay not be accept ed.

Based upon the foregoing, it is hereby

ORDERED, that KeySpan's proposed Firm Transportation Cost
of Gas rate increase from $0.0039 per thermto $0.0041 per therm
effective March 1, 2001, is DENIED; and it is

FURTHER ORDERED, that KeySpan's currently effective

Firm Sales Wnter COG rate of $0.7621 per therm shall continue
for the period of March 1, 2001 through March 31, 2001; and it
IS
FURTHER ORDERED, that KeySpan's projected under recovery
of gas costs for the 2000/2001 Wnter period shall be recovered
t hrough a Wnter Fuels Surcharge of $0.1807 per therm for the period
March 1, 2001 through April 30, 2001, and included in the COG rate

with an annotation on the custonmer’s bill; and it is
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FURTHER ORDERED, that the over or under collection
shall accrue interest at the Prime Rate as reported in the
Wal| Street Journal. The rate is to be adjusted each quarter
using the rate reported on the first date of the nonth
preceding the first nonth of the quarter; and it is
FURTHER ORDERED, that KeySpan shall file its
reconciliation of the prior period under/over collection no |ater
than July 31, 2001 for the winter period; and it is
FURTHER ORDERED, that KeySpan shall file a reconciliation
of any under/over collection associated with the GPPP no |ater than
July 31, 2001; and it is
FURTHER ORDERED, that KeySpan file properly annotated
tariff pages in conpliance with this Order no later than 15 days from
the i ssuance date of this Order, as required by N.H Adm n. Rules,

Puc 1603.
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By order of the Public Utilities Conm ssion of New

Hanmpshire this twenty-third day of February, 2001

Douglas L. Patch Nancy Brockway
Chai r man Comm ssi oner

Attested by:

Claire D. DiCicco
Assi stant Secretary



